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A B S T R A C T
In an increasingly globalised world, ﬁrms generally have become more internationalised utilising a range of
diﬀerent modes of operation. In the case of small-medium sized enterprises (SMEs), exporting is the favoured
mode of international market entry, at least in the early stages of internationalisation, and many governments
have supported SME exports through export promotion policies because of the importance of SMEs in
employment creation. However, in spite of this policy focus, in most countries, the proportional involvement
of SMEs in exporting remains low, which raises an important question as to what factors are inhibiting ﬁrms that
are successful domestically from exporting. In addressing this question, much scholarly research has focused on
the broad concept of ‘export barriers’. These barriers, for example, tariﬀs, quotas and administrative obstacles,
are seen as a primary source of export reluctance. This paper takes a diﬀerent approach to previous studies and
proposes that a ﬁrm's resistance to exporting can be better understood through an analysis of the behavioural
decision process of ﬁrms in line with the Uppsala internationalisation model. We propose ‘lateral rigidity’, ﬁrst
introduced in the literature in the 1970s, as an important concept in export commencement. By applying factor
analysis to a survey of Australian SMEs, we provide a measurement model for lateral rigidity, revealing its
important factors and thus strengthening understanding of ﬁrms' export commencement decisions. We conclude
by drawing implications for internationalisation theory, practice and public policy and suggesting ways to
extend this work through future research.
1. Introduction
The internationalisation of the ﬁrm has a long history of attention
amongst IB scholars (Uppsala), with interest in particular on small-
medium sized enterprises (SMEs) (Ruzzier, Hisrich, & Antoncic, 2006).
SMEs are an important group because they represent more than 95% of
business enterprises across the world and account for at least 60% of
employment in the global private sector (Ayyagari, Demirgüç-
Kunt, &Maksimovic, 2011). Despite their smaller size in comparison
to large multinational ﬁrms, SMEs collectively contribute much greater
job creation in OECD countries since the 1970s (Peacock, 2004). In
addition, the OECD (2009) judges that SMEs are directly responsible for
much of the innovation, ﬂexibility and dynamism of developed nations.
However, despite the recognised beneﬁts of exports to both ﬁrms
and their nations, and despite the eﬀorts by governments to convince
more SMEs to become exporters, a large majority of SMEs remain non-
exporters, having no involvement in any sales activities outside their
domestic borders. According to a recent report by Sensis (2016), only
about 11% of Australian SMEs are exporting goods overseas, and this
ﬁgure has been relatively unchanged over the past three years. The
same report also shows that only 1% of non-exporting Australian SMEs
intend to export overseas over the next twelve months. In the developed
European economies, 17% of UK SMEs are exporters, while in France,
the proportion is lower at 10% (UPS, 2015). And in Canada, recent
statistics shows that only about 11.5% of small businesses are exporting
(IC, 2016), with an earlier study noting that not more than 12% of non-
exporting SMEs had intention to expand into international markets
within the near future (IC, 2013).
This raises an important question: why is there such a large
percentage of SMEs that are not exporting and also demonstrating a
lack of interest in export commencement? It is clear that in some cases
export is impractical, for example in some services, and that some ﬁrms
are not competitive in international markets. But there remain large
numbers of SMEs which prima facie, given their competitive positions
in import competing domestic markets, could beneﬁt from exporting
but are not doing so. While this question has been addressed by some
scholars, currently, the bulk of relevant research has focused on the
broad concept of ‘export barriers' especially through the external
environment (Crick, 2007; Kahiya & Dean, 2015; Milanzi, 2012;
Ojala & Tyrväinen, 2007; Uner, Kocak, Cavusgil, & Cavusgil, 2013;
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Notwithstanding the importance of export barriers, there is an
alternative lens to understanding the internationalisation process
through which the ﬁrm itself is examined, rather than its market
environment. This avenue of research is advocated by the so-called
Uppsala behavioural school, and it explains internationalisation as a
process undertaken in stages through decisions made from within the
ﬁrm (Johanson &Wiedersheim-Paul, 1975; Johanson & Vahlne, 1977).
The Uppsala internationalisation process theory posits that knowledge,
decisions, attitudes and commitments of managers within the ﬁrm are
the driving forces behind internationalisation, and whilst there are
critics of it, the theory is widely understood and cited and continues to
be inﬂuential in IB research (Love, Roper, & Zhou, 2016).
Interestingly, over time an element of the broad internationalisation
behavioural model, lateral rigidity, ﬁrst proposed by Luostarinen
(1979), has become largely overlooked. Lateral rigidity is described
as a tendency for ﬁrm management to focus on planned activities and to
resist unplanned deviations from the expected. So, if a ﬁrm is
domestically focused, as most SMEs initially are, then lateral rigidity
has the eﬀect of building resistance to a change in direction towards
internationalisation (Luostarinen, 1979). It incorporates factors that
inhibit or prevent a decision-maker's initial export commencement
decision and thus the entire internationalisation process. As such,
internationalisation of the ﬁrm, following the behavioural model, will
almost always involve overcoming lateral rigidity, other than in the
special circumstances of “born global” ﬁrms, which internationalise
from inception (Cannone &Ughetto, 2014). The virtual disappearance
of lateral rigidity from internationalisation research is unfortunate as,
in the context of SME exporting, it may be an important explanatory
variable.
This paper proposes that lateral rigidity remains highly relevant to
SME internationalisation commencement. We reintroduce Luostarinen’s
(1979) concept of lateral rigidity by proposing that widespread SME
reluctance to commence internationalisation through exporting can, in
part at least, be understood through an examination of the behavioural
decision process during the pre-export state. We develop the lateral
rigidity concept by asking the question, “What are the factors respon-
sible for causing rigidity in SME's initial export commencement
decision?” We make two key contributions in answering this question:
ﬁrst, we provide an empirical study that expands on the pre-export
theoretical literature and the Uppsala model to include the concept of
lateral rigidity, and second, we identify the factors and associated items
that are important to SME lateral rigidity thereby inhibiting a ﬁrm’s
initial decision to commit to exporting.
The article begins with a discussion of export decision-making
through a review of the behavioural internationalisation literature with
particular attention to the lateral rigidity concept. We then describe a
survey undertaken with Australian ﬁrms, eliciting data on variables
that may inhibit export commencement. Using exploratory and con-
ﬁrmatory factor analysis, the key components of lateral rigidity are
presented and discussed. We draw implications relating to SME
internationalisation theory, practice and public policy and conclude
with suggestions for future research.
2. Theoretical background
2.1. Behavioural internationalisation research
The origin of behavioural internationalisation research can be
traced back to two theoretical starting points: the Behavioural Theory
of the Firm (BTF), and the Theory of the Growth of the Firm (TGF)
(Johanson & Vahlne, 1977, 2003, 2009). Both theories originated as
attempts to address the shortcomings of the neoclassical approach to
organisational science (Barney, 1991; Mahoney, 2005). Cyert and
March’s (1963) BTF highlights ﬁrms’ limited knowledge of markets
and resources and the need for decision-making routines that rely on
bounded rationality and satisﬁcing, while Penrose’s (1959) TGF high-
lights the importance of experiential knowledge and the appropriate
application of resources to a ﬁrm’s growth.
The concept of bounded rationality is the central core feature in the
BTF. As proposed by Simon (1952), bounded rationality argues that
decision-makers do not know all necessary information to make a fully
rational decision, and this implies the need for decision-makers to set
targets for the purpose of ‘satisﬁcing’ rather than ‘optimising/maximis-
ing’. In contrast with neoclassical theory that proposes that ﬁrms seek
to maximise proﬁts in a certain world, the BTF argues that ﬁrms are
slow to respond to external demands, and instead, it is an “adaptive
institution” that “learns from its experience” (Cyert &March, 1963:
118). As a whole, the BTF proposes that ﬁrms are characterised by: the
quasi-resolution of conﬂict, bounded rationality, uncertainty avoid-
ance, problemistic search, organisational learning, and sequential
attention to goals (Bowen, 2007).
The TGF proposes that a ﬁrm’s growth is best explained by its ability
to eﬀectively use, manage and develop its resources (Penrose, 1959).
Unlike neoclassical theory which assumes that resources are mobile and
that ﬁrms are homogenous, the TGF places emphasis on the hetero-
geneity and immobility of resources (Barney, 1991). It highlights a
ﬁrm’s role in achieving competitive advantage as being the result of its
stock of valuable and inimitable resources (Bowen, 2007). The key
principles of the TGF are that: ﬁrst, ﬁrms are bundles of resources that
are managed by entrepreneurs to produce and sell goods or services for
long-term proﬁts; second, experience creates knowledge for the ﬁrm,
and this knowledge can be either ‘objective’ (easily transmitted) or
‘tacit’ (diﬃcult to transmit); and third, unused resources exist in ﬁrms
and are important drivers for development and innovation (Penrose,
1959).
2.2. The Uppsala internationalisation model and the pre-export model
Behavioural internationalisation studies highlight the gradual
and progressive nature of the internationalisation process
(Andersen, 1993; Chetty & Campbell-Hunt, 2004), most prominent
of which are the frequently cited 1970s Uppsala-based studies
(Johanson &Wiedersheim-Paul, 1975; Johanson & Vahlne, 1977). As
stated by Johanson and Vahlne (1977), the development of the
Uppsala internationalisation process model was strongly inﬂuenced
by both the BTF and TGF, which emphasise an interplay between
knowledge development and increasing foreign market commitment.
The rationale behind the Uppsala model’s incremental commitment
process to internationalisation is underpinned by Penrose’s (1959)
deﬁnition of experiential knowledge. Penrose (1959: 53) deﬁnes
experiential knowledge as being “the result of learning, but in the form
of personal experience” and distinguishes it from objective knowledge
that “can be formally taught… expressed and transmitted to others”. In
their theoretical explanation, Johanson and Vahlne (1977,2003) further
distinguish between experiential knowledge that is market-based
(acquired through experience in the speciﬁc market) and experiential
knowledge that is ﬁrm-based (concerned with its own resources and
ability to develop international operations). Through a ﬁrm’s experi-
ential knowledge, a process of ‘change’ is eﬀected in the way that
knowledge is acquired and used. The Uppsala model highlights inter-
nationalisation as an interaction between the attitudes that form the
basis for decision-making and the actual behaviour that arises from
international experiences (Nordstrom, 1991).
In the Uppsala model (refer to Fig. 1), a ‘state' to ‘change’ transition
denotes a ﬁrm's additional commitment to internationalisation.
Although critics have commented that the Uppsala model says nothing
about the beginning of the internationalisation process (Lamb & Liesch,
2002; Luostarinen &Welch, 1990), a more in-depth exploration of the
BTF’s concept of bounded rationality does shed some light on what is
likely to be important in inﬂuencing a ﬁrm’s initial transition from a
domestic to an international ﬁrm. The inﬂuence of bounded rationality
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can be seen in one of the change aspects ‘commitment decisions’
highlighted in the Uppsala model’s theoretical framework. This aspect
describes a change in a ﬁrm’s position, when a foreign market decision
is made on the basis of a decision-maker’s perception of opportunities
and problems. Johanson and Vahlne (1977) explain that this change
aspect highlights a ﬁrm’s commitment of resources to its foreign
operations after an evaluation of alternatives based on its existing
experience. The authors use the concept of bounded rationality to
emphasise the dominance of the ‘uncertainty eﬀect’, noting the inability
of decision-makers to correctly predict market conditions when making
commitment decisions. In this case, commitment decisions are made
only after an evaluation of risk in the situation against a ﬁrm’s level of
tolerable risk.
While the Uppsala model focuses on the incremental process of
foreign market commitment after the commencement of internationa-
lisation, the pre-export model takes a step backward to focus on ﬁrm
activities and development prior to a ﬁrm’s initial decision to commit to
a foreign market (Wiedersheim-Paul, Welch, & Olson, 1975;
Wiedersheim-Paul, Olson, &Welch, 1978). The pre-export model takes
a behavioural perspective in line with that of the Uppsala model,
focusing on the role of organisational learning and knowledge accu-
mulation through an ongoing interaction between the ﬁrm and its
environment. It identiﬁes information factors and decision-maker
characteristics as the key inﬂuences on a ﬁrm’s ﬁrst export commence-
ment decision. Underlying the framework of this model is the interac-
tion between the decision-maker, the ﬁrm and its environment (refer to
Fig. 2). Here, exposure to stimuli factors may persuade the decision-
maker to consider exporting as a strategy (Thomas & Araujo, 1985).
Such a relationship between stimuli exposure and perception also
emphasises the inﬂuential role of the decision-maker, as his/her
characteristics determine which stimuli are perceived, how they are
perceived, as well as how to react (Forsgren, 2002).
Tan, Brewer, and Liesch (2007), Tan (2012) acknowledge the
common theoretical background of the Uppsala and pre-export models
and propose a revision that incorporates both models to provide a more
complete explanation of the internationalisation process. In this revi-
sion, a ﬁrm's initial export commencement decision is conceptualised as
the starting point of the Uppsala model. In this instance, a ﬁrm
transitions for the very ﬁrst time from a ‘state' of pre-export through
this ‘change' (export commencement decision) to become an interna-
tional ﬁrm (refer to Fig. 3). At this point, the ﬁrm exits the pre-export
model and enters the Uppsala model's internationalisation process.
2.3. Initiating an export commencement decision
According to the pre-export model, an export commencement
decision is inﬂuenced by a decision-maker's perception and interaction
with export stimuli within the business environment. The role of stimuli
factors in triggering a ﬁrm’s interest in internationalisation was ﬁrst
proposed by Aharoni (1966) who argues that the exposure to some
strong force or potential incentives is likely push a ﬁrm to shift its
attention abroad. Stimuli provide the driving force for a ﬁrm’s inter-
national expansion by acting as “motives, incentives, triggering cues or
attention evokers” (Leonidou, 1998:43), and are crucial inﬂuences in
ﬁrm’s initial involvement and subsequent development of its inter-
nationalisation (Bilkey, 1978; Dichtl, Leibold, Koglmayr, &Muller,
1984; Leonidou, 1995). Stimuli factors have been generally classiﬁed
into two groups: internal stimuli, interpreted as those that arise within
the ﬁrm, its product and its management characteristics (Aaby & Slater,
1989; Cavusgil & Nevin, 1981; Knight & Cavusgil, 1996); and external
stimuli, used to describe those domestic and foreign factors that are
industry, market and environment speciﬁc (Ali, 2004; Knight & Liesch,
2002). Stimuli start the decision process by acting as sources of
information responsible for leading a decision-maker to recognise the
presence of potential beneﬁts or opportunities for the ﬁrm through
exporting.
Although stimuli are important to internationalisation there is no
certainty that ﬁrms being exposed to export stimuli will ultimately
initiate an export decision. Studies have shown stimuli alone to be
insuﬃcient to guarantee a ﬁrm’s engagement with a foreign market
(Dichtl et al., 1984; Olson &Wiedersheim-Paul, 1978). A decision-
maker's lack of interest in exporting may be the result of perceived
diﬃculties such as limitations in ﬁnance and related resources,
insuﬃcient understanding and knowledge regarding a potential market,
insuﬃcient connection with a potential market or customers due either
to a lack of network ties or a channel of distribution, limitations of a
Fig. 1. Uppsala Model’s Theoretical Framework. (Source: Johanson & Vahlne, 1977).
Fig. 2. Pre-Export Model. (Source: Wiedersheim Paul et al., 1975 as simpliﬁed in Tan et al., 2007).
A. Tan et al. International Business Review xxx (xxxx) xxx–xxx
3
ﬁrm’s management emphasis or knowledge base, and, operational
factors such as exchange rate ﬂuctuations and administrative diﬀer-
ences (Crick, 2007; European Commission, 2007; OECD, 2009;
Ojala & Tyrväinen, 2007; Vivekanandan & Rajendran, 2006). From a
behavioural perspective, this reﬂects the descriptive rather than
normative nature of export decision-making. The behavioural approach
then emphasises a spontaneous and improvisational form of decision-
making that tends to be adaptive, intuitive and heuristics based
(Bakken, 2008; Nemkova, Souchon, & Hughes, 2012). This is consistent
with the BTF in that decision-makers in ﬁrms rarely make optimal
choices and are more often guided by bounded rationality
(Cyert &March, 1963).
2.4. Lateral rigidity and its impact on an export commencement decision
In Tan et al.'s (2007) study, the concept of ‘lateral rigidity' is
highlighted as a possible explanation as to why decision-makers may
resist initiating an export commencement decision. Lateral rigidity was
introduced in an early behavioural school study by Luostarinen (1979)
and, in keeping with the behavioural school, it goes beyond economic
barriers to internationalisation by placing emphasis on decision-making
behaviour. It focuses on the ‘laterally rigid' behaviour of decision-
makers who, when confronted with new opportunities or alternatives,
are challenged to move laterally rather than in the expected forward
path of their original plans. Luostarinen (1979: 44) argues that lateral
rigidity “adds to the understanding of why all the decisions leading to
implementation do not necessarily go neatly through the whole process,
and why to become exposed to an impulse is a necessary but not
suﬃcient condition for the company to become engaged in reaction,
search and choice.” Lateral rigidity describes a typical feature at every
stage of an internationalisation decision-making process, resulting from
a ﬁrm’s inelasticity in its decision-making behaviour because of
“limited perception”, “restrictive reaction”, “selective search” and
“conﬁned choice” (Luostarinen, 1979: 35).
First, ‘limited perception’ is caused by a ﬁrm’s unfavourable location
that places it in a disadvantageous position in terms of information
exposure. As noted in Welch and Luostarinen (1988), contacts and
social interactions are vital to international development and in closing
the psychic distance gap with foreign markets. This is a view that has
received extensive support by advocates of the network approach to
internationalisation (Coviello &Munro, 1997; Hakanson, 1982;
Johanson &Mattsson, 1987). In this case, being geographically isolated
means that a ﬁrm has fewer opportunities to be exposed to impulses
triggered through contacts with other ﬁrms that may be essential in
reducing psychic distance barriers. Hallēn and Wiedersheim-Paul
(1979), for example, note that the restricted ﬂows of information to a
ﬁrm have a negative impact on psychic distance.
Next, ‘restrictive reaction to impulses' could arise due to a ﬁrm’s
poor preparedness. As noted in both the TGF and the BTF, a ﬁrm is
unlikely to exploit opportunities in the business environment if it
perceives a lack of ability to do so (Cyert &March, 1963; Penrose,
1959). A ﬁrm with decision-makers who lack international experience
or appropriate knowledge is likely to be less responsive to stimuli. This
is a view widely expressed in studies that have explored the impact of
internationalisation barriers (Crick, 2007; OECD, 2009). In addition,
restrictive reaction may be the result of a ﬁrm’s satisfaction with its
domestic business. For example, a ﬁrm has less incentive to act on an
international business impulse if it is satisﬁed and comfortable with its
present position in the market, especially when there is no foreseeable
threat in sight (Fillis, 2002).
Next, ‘selective search’ relates to a ﬁrm’s bias or lack of an eﬃcient
search method for international business impulses. This is relevant for
ﬁrms that are more domestic-oriented as well as for ﬁrms whose
policies tend to be implemented on an ad-hoc rather than proactive
basis. For example, if a ﬁrm can resolve all its operational issues
through its domestic operations or local alternatives, then it is unlikely
to be involved in internationalisation. This behaviour has been noted in
studies that explore the managerial mindset (Calof & Beamish, 1994;
Murtha, Lenway, & Bagozzi, 1998). Decision-makers with an ethno-
centric mindset tend to place more emphasis on a home country
orientation in relation to implementation of ﬁrm strategy, and this
impacts on the overall intention and willingness to explore interna-
tional markets (Harveston, 2000).
Finally, ‘conﬁned choice’ relates to a decision-maker’s response to
uncertainty and risk. Risk averse ﬁrms prefer to use known or preferred
alternatives in their decision-making and are likely to view any new
international opportunities as very risky. This is consistent with
Vivekanandan and Rajendran’s (2006) study which notes that deci-
sion-makers’ perception of diﬃculties is often an impediment to
internationalisation. A similar argument is made in Welch and
Luostarinen (1988), where perceived risks and uncertainties are
considered key hindrances to the internationalisation process. Another
possibility that generates ‘conﬁned choice’ is the lack of decision-
makers within the ﬁrm with suitable experience and knowledge of
foreign markets. (Holmlund & Kock, 1995). Choice conﬁnement may
also result from a perception among decision-makers that information
on foreign markets is either diﬃcult to obtain or is expensive.
In the organisational literature, the concept of ‘strategic ﬂexibility'
describes a ﬁrm's ability to adapt to changing conditions within the
environment through strategic responses and actions that maintain or
develop its competitive advantage (Abbott & Banerji, 2003; Hitt,
Keats, & DeMarie, 1998; Sánchez, 1995). A ﬁrm's transition from being
a non-exporter to an exporter reﬂects ﬂexibility to accommodate
environmental forces. It is a strategic process of ongoing change and
development (Melin, 1992). The moderating role of lateral rigidity,
however, shows that this ﬂexibility and change is not always smooth in
the export decision process as a ﬁrm may not necessarily internationa-
lise even though environmental conditions may suggest that it should
do so. This issue is of relevance to both research and practice because
many currently non-exporting SMEs could already be export capable
but yet, due to some reasons, have neither initiated an export
commencement decision nor shown an interest in becoming an exporter
in the near future.
Given this background, the primary purpose of this study is to
present a better understanding of the causes of reluctance in SMEs’
export commencement decisions. Through our review of the behaviour-
al decision process during a ﬁrm's pre-export state, we have highlighted
the concept of lateral rigidity as a possible explanation for a ﬁrm's lack
Fig. 3. Firm's Initial Export Commencement Decision. (Source: Tan, 2012).
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of positive response to favourable export stimuli. However, to date,
there has been no empirical attempt to identify the components of
lateral rigidity, and Luostarinen (1979) has oﬀered only theoretical
explanations. Our objective is to empirically identify the components of
lateral rigidity through factor analysis procedures utilising a sample of
Australian SMEs.
3. Method
3.1. Research design, questionnaire development and data collection
The methodological design adopts a multi-method approach to
enhance construct validity (Denzin, 1978). As ‘lateral rigidity’ is a
concept not yet operationalised in the literature, constructs and
relationships were ﬁrst reﬁned and assessed through a preliminary
study before being analysed using quantitative data analysis with an
aim at achieving results that are more robust and generalisable
(Scandura &Williams, 2000). Luostarinen’s deﬁnition of lateral rigidity
explains the concept as a combination of the components “limited
perception”, “restrictive reaction”, “selective search” and “conﬁned
choice” (Luostarinen, 1979: 35) inﬂuencing managerial decision beha-
viour. To operationalise the concept, these four components were ﬁrst
reviewed through the literature cited in our theoretical background
section, to develop relevant items for the questionnaire.
We frame items that ask all participants to consider the extent to
which an initial decision to commence exporting could be prevented in
the presence of a range of issues relating to the four Luostarinen (1979)
components of lateral rigidity. We then conducted a qualitative study to
assess respondents’ interpretation and understanding of lateral rigidity
and its components in relation to an export commencement decision.
This study explored the pre-export experiences of SMEs through a focus
group discussion and follow up interviews with the CEOs of seven
Australian SME’s. Three of these ﬁrms were exporters and four were
not. They were selected purposively from amongst members of a local
business association which places a strong emphasis on assisting
members to internationalise. The exporters were all Uppsala-type ﬁrms
in their internationalisation process (initial foreign market entry was
through exporting) and none had at the time progressed to the FDI
stage. These ﬁrms assisted in understanding the issues behind export
commencement and were an important element in the development
and reﬁnement of our survey questionnaire.
To ensure readability, comprehensibility and content validity, the
ﬁnalised questionnaire was subject to pre-testing before the mail-out
was administered. (Hunt, Sparkman, &Wilcox, 1982). The question-
naire was reviewed by a group of academics who were either experts in
a similar ﬁeld or were skilled researchers with relative experience in the
conduct of mail surveys. The questionnaire items were also tested for
substantive validity according to the procedures proposed by Anderson
and Gerbing (1991) prior to the mail-out. Based on these review and
test procedures, some sections of the questionnaire were edited to
ensure greater clarity and parsimony.
The questionnaires were mailed with a covering letter and return
envelope to the CEOs of 4000 Australian SMEs identiﬁed through a
mailing list purchased from a professional sampling ﬁrm. The sample
included ﬁrms belonging to the agriculture, building and construction,
manufacturing, mining, retail, innovation, science and technology,
service, tourism and transport industries. In deﬁning SMEs we adopt
the Australian Bureau of Statistics deﬁnition as ﬁrms that employ less
than two hundred employees (ABS, 2001). The sample consisted of both
exporters and non-exporters in approximately equal numbers so as to
incorporate the pre-export experiences and views of both categories.
Survey respondents were asked to respond to the items using a 5
point Likert scale; 1 = strongly agree, 2 = disagree, 3 = neither agree
nor disagree or undecided, 4 = agree and 5 = strongly agree. The
returned surveys were inspected for completeness and consistency and
a total of 290 were useable, of which 189 were from exporting ﬁrms
and 101 were from non-exporting ﬁrms. This represents a response rate
of about 7%. A probable reason for this low response rate was the
mailing list that was purchased was very large and contained many
errors. Many envelopes were returned to sender as the ﬁrm had closed,
moved or the address was simply wrong. However, the response rate
was in line with many other large “cold call” surveys. Alreck and Settle
(1995:35) advise that direct mail “response rates are often only about 5
or 10 per cent” and such response rates are evident in other large
empirical studies (e.g. Ahmed, Aoieong & Zheng, 2005; Tan &Wisner,
2003; Ward & Zhou, 2006). Importantly, the sample size is well above
the minimum recommended sample size of 100 for factor analysis
(Hair, Black, Babin, & Anderson, 2010) and therefore the analysis
remains robust. At 290, the sample size is also well above the “rule of
200” (Gorsuch, 1983) and is consistent with the “signiﬁcance rule”
(Lawley &Maxwell, 1971).
3.2. Factor analysis results
To address our research question, a two-stage procedure was
conducted utilising both exploratory and conﬁrmatory factor analyses.
The main objective of exploratory factor analysis is data reduction and
regrouping, as this allows a dataset to be better understood through the
summarising and categorisation of information into a reduced number
of representative factors (Ticehurst & Veal, 2005; Zikmund, 2013).
First, the original 40 items in the dataset were analysed using SPSS
resulting in a total of 4 factors with 17 retained items.
Next, a conﬁrmatory factor analysis was conducted using AMOS to
assess the relationship between factors and their corresponding items in
terms of how well they ‘ﬁt’ the collected data (Hair et al., 2010). An
evaluation of the ﬁt indices showed a mixed result, so to improve the
overall model ﬁt, re-speciﬁcation procedures were considered. It was
important to ensure that the re-speciﬁcation process does not reduce
the model’s external validity and remains theoretically justiﬁed.
Following the guidelines of Anderson and Gerbing (1988), the removal
of problematic items rather than changing paths within the measure-
ment model was a more justiﬁable solution in situations of measure-
ment development and validation. The deletion of items from the
measurement model commenced with an inspection of the standardised
residuals. Items with large standardised residuals were removed as they
indicate that the covariance is not adequately reproduced by the model.
Items with low regression weight and high cross-loadings were also
deleted from the model.
The procedure retained 4 factors and 15 corresponding items, with
most items having a factor loading of above 0.7. The factors were tested
for internal consistency through a reliability analysis, and Cronbach’s
Alpha (α) values for all the retained factors were above the 0.70
threshold, which satisﬁes the criterion of reliability (Peter, 1979;
Robinson, Shaver, &Wrightsman, 1991). The Kaiser-Meyer-Olkin
(KMO) Measure of Sampling Adequacy value is 0.908, which is well
above the recommended value of 0.5 (DiLalla & Dollinger, 2006).
AMOS ﬁt measures show ﬁt indices to be within good to acceptable
threshold. The Normed Chi-Square is 2.912, CFI is 0.944, IFI is 0.944,
TLI is 0.929, RMR is 0.08 and RMSEA is 0.08. The factors are labelled
as: ‘domestic orientation' (α= 0.888), ‘limited stimuli' (α= 0.824),
‘limited knowledge and experience' (α= 0.887) and ‘inertia'
(α= 0.874). Fig. 4 presents the simpliﬁed measurement model while
Table 1 details the factors and their corresponding items.
3.3. Common method variance
There has been an increasing attention given to the issue of common
method variance (CMV) (Chang, Witteloostuijn, & Eden, 2010). CMV,
which is caused by measurement method bias, potentially results in
false internal consistency that may lead either to an inﬂation or
distortion of correlations (Podsakoﬀ&Organ, 1986). It is important to
take into consideration the possible impact of CMV in this study due to
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the use of a single informant and the measurement of both independent
and dependent variables at a single point in time. Following the
guidelines proposed by Podsakoﬀ, MacKenzie, Lee, and Podsakoﬀ
(2003) and Chang et al. (2010), we minimised CMV bias during the
ex ante research design stage by ensuring that the questionnaire was
administered only after careful design procedures. First, some fact-
based questions were included in the questionnaire both to reduce the
possibility of CMV and to integrate variety to the overall questions.
Reverse coded items were also incorporated in the questionnaire so that
respondents could not easily correlate items to produce biased
responses. Next, prior to being ﬁnalised and administered, a small
panel of international business academics were asked to assess the
questionnaire items. This was aimed at improving the construction of
scale items by avoiding the inclusion of ambiguous and vague items.
Also, in our cover letter, we requested our respondents to complete the
questionnaire as honestly as possible while assuring them of complete
conﬁdentiality. This was aimed at reducing the likelihood that respon-
dents may create responses that are more socially desirable or
consistent with what they perceive the researcher would want them
to respond. As a remedy during the ex post statistical analysis stage, we
applied Harman’s single factor test by loading all items into an
exploratory factor analysis. The test result shows no substantial
common method bias as total variance explained by a single factor is
46.1%, which is below the recommended threshold of 50% (Podsakoﬀ
et al., 2003). Noting the limitations of Harman’s test and the recom-
mendation that more than one remedy should be used (Chang et al.,
2010), we further checked for CMV by using the common latent factor
(CLF) test (Podsakoﬀ et al., 2003). A CLF was introduced to the model,
and a subtraction of the standardised regression weights in the CLF
model from the standardised regression weights of the original model
did not exceed the threshold of 0.5, which would suggest no common
method variance bias.
4. Discussion
The results of our analysis suggest that there are four factors
responsible for moderating the impact of export stimuli on SMEs, and
thus help explain the idiosyncratic nature of decision-making and why
ﬁrms sometimes resist incentives and opportunities presented by
stimuli and choose not to export. These factors are discussed in the
following sections.
4.1. Domestic orientation
The items in this factor highlight a decision-maker's strong opera-
tional commitment of the ﬁrm to the domestic market. This factor is
consistent with studies that explore ethnocentric tendencies in decision-
makers, noting that such decision-makers tend to be focused more on
resolving domestic market issues rather than international opportu-
nities (Murtha et al., 1998; Perlmutter, 1969). In addition, this factor
reﬂects the possibility that the decision-maker may be unable to
allocate resources to respond to any export stimuli due to the ﬁrm
being already fully committed to domestic operations. Consistent with
TGF principles as well as requirements for strategic ﬂexibility, a ﬁrm's
inability to deploy resources would mean an inability to adapt and
respond accordingly to environmental conditions (Fombrun &Ginsberg,
1990; Hitt et al., 1998).
4.2. Limited stimuli
The items in this factor highlight a decision-maker's limited
perception of, or lack of attention to export stimuli. The possibility
here could be due to a ﬁrm being unable to access suitable information
and reduce psychic distance barriers (Hallēn &Wiedersheim-Paul,
1979; Welch & Luostarinen, 1988). Another possibility is that a deci-
sion-maker could have a strong domestic orientation. As per the
measurement model of the conﬁrmatory factor analysis (refer to
Fig. 4), the correlation between ‘limited stimuli' and ‘domestic orienta-
tion' is 0.5, which would suggest a medium to high level of dependency
between the factors. Hence, an ethnocentric decision-maker is less
Fig. 4. Simpliﬁed 4-Factors Measurement Model.
Table 1
Factors & Retained Items.
1) Domestic Orientation (DomOrien.)
All our resources are already committed to domestic use, so we can’t react to any
favourable stimuli factors. (Q412)
We do not see any foreseeable threats in our domestic operations, so we do not see
the need to commence export operations. (Q414)
Our organisational goals at this stage are domestic-oriented, so we have no plans
for international expansion. (Q415)
We might be interested to export in the future, but not at this stage. (Q422)
We are busy now and we will think about it later. (Q423)
2) Limited Stimuli (LtdStim.)
We are too preoccupied with the domestic market. (Q402)
We do not really pay attention to export stimuli. (Q403)
We have not been aware of any favourable export stimuli. (Q404)
3) Limited Knowledge & Experience (LtdKnowExp.)
We lack the appropriate knowledge to be involved in export activities. (Q430)
We lack the appropriate experience to be involved in export activities. (Q431)
We lack managers who are familiar with international markets and how they work.
(Q432)
We have never been involved in exporting, so it might be costly for us to prepare
ourselves for export operations. (Q434)
4) Inertia (Inert.)
We are happy with the way things are. (Q418)
We are satisﬁed with our sales and proﬁts. (Q419)
We do not see the need to change our operations method. (Q420)
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likely to pay attention to foreign market opportunities (Harveston,
2000). It is also possible that a decision-maker's limited perception of
stimuli could be responsible for a ﬁrm's domestic orientation as there is
no perceived incentive to commence exporting.
4.3. Limited knowledge and experience
In this case, a decision-maker may be concerned that the ﬁrm is
severely limited in terms of suitable knowledge, experience and
expertise to adequately manage export-related activities. This factor
can be traced to TGF and resource-based research, which has noted the
diﬃculty in exploiting opportunities when a ﬁrm suﬀers from resource
or capability constraints (Amit & Schoemaker, 1993; Penrose, 1959;
Teece, Pisano, & Shuen, 1997). In Australia, EFIC’s (2008) study has
similarly raised the problem of inadequate market knowledge as being
one of the most important explanations behind local SMEs' failure to
internationalise. This factor is also complementary to the key principles
highlighted in the BTF and in the Uppsala model, that limited
knowledge and experience create uncertainties that may impact
a ﬁrm’s internationalisation commitment (Cyert &March, 1963;
Johanson & Vahlne, 1977). In addition, our analysis shows a strong
correlation of 0.59 between this factor and ‘domestic orientation' which
would suggest that a ﬁrm's limited knowledge and experience could be
responsible for its focus on the domestic market, or conversely, a ﬁrm's
domestic orientation may result in its deﬁciencies in knowledge and
experience required for export commencement.
4.4. Inertia
This factor highlights a decision-maker’s lack of response to export
stimuli due to being satisﬁed with the ﬁrm’s current state and a
perception that the ﬁrm does not need to change its current method
of operation despite the presence of export opportunities. As noted in
the literature, this form of rigidity often arises when a ﬁrm's operations
becomes routine, structured and habitual (Feldman & Pentland, 2003;
Rosman, Lubatkin, & O'Neill, 1994). In management studies, this beha-
viour is labelled as ‘inertia', which describes the tendency among some
organisations to resist change and restrict responses to their external
environment (Hannan & Freeman, 1977; March & Simon, 1958), where
“precedents… become normative standards” (Hannan & Freeman,
1984: 149), especially “if the ﬁrm is performing well”
(Fredrickson & Iaquinto, 1989: 518). Lant, Milliken, and Batra (1992)
note that for a ﬁrm that is impacted by inertia, a strategic change is
likely to occur only when it is pressured with threat-related stress that
may result in a decline in performance. Dow, Liesch, Welch, and Welch
(2012) note the important moderating inﬂuence of inertia in the
internationalisation process and suggest the inclusion of this concept
in the Uppsala model to elaborate its state-to-change transition
mechanism. In addition, it should be noted that our analysis highlights
the possibility of inertia being the result of a ﬁrm's domestic orientation
(or vice versa) as the correlation of these two factors is strong at 0.62
(refer to Fig. 4).
5. Contributions and conclusion
5.1. Contributions to theory
Our study provides several contributions to the internationalisation
literature. First, it advances the state-to-change mechanism proposed in
the Uppsala model (Johanson & Vahlne, 1977) by operationalising an
important element of the export decision behaviour. In this case, we
present an empirical analysis that identiﬁes the key factors responsible
for rigidity in a ﬁrm's initial state-to-change transition through an
export commencement decision. Thus, lateral rigidity, a latent variable
is unpacked and its essential elements revealed. We provide a deeper
understanding of the construct and its antecedents. Second, the pre-
export model was originally conceptualised in the 1970s (Wiedersheim-
Paul et al., 1975, 1978) but has not received signiﬁcant research
advancement other than in a case study by Caughey and Chetty (1994).
We operationalise an aspect of the model by providing items that
measure lateral rigidity, thus providing a measurement model for the
concept for future research. Third, we reinvigorate the concept of
lateral rigidity as a possible cause for the inelasticity and inﬂexibility in
a ﬁrm's export decision behaviour. To date, lateral rigidity has received
little attention in the literature but based on Tan et al.'s (2007)
proposal, the concept is complementary to the Uppsala model and
pre-export model in relation to its explanation of a ﬁrm's failure to
internationalise.
Finally, we oﬀer a bridge between the two early-established
Scandinavian approaches to studies of the internationalisation of the
ﬁrm, the Uppsala approach (Johanson & Vahlne, 1977) and the Finnish
approach (Luostarinen, 1979). While the Uppsala internationalisation
process model has continued with regular updates until the present, this
is not the case with Luostarinen approach. We believe that Luostar-
inen’s lateral rigidity oﬀers potential for integration into the inter-
nationalisation process model, whether this be the original market
version or the more recent business networks version. While the 2009
networks version supersedes the markets version of 1977, its basic
mechanism of internationalisation remains as one of ‘state’ and ‘change’
aspects with updates to the contents of the ‘boxes’ in the 2006 networks
version that recognise the business networks context. However, as
Johanson and Vahlne (2009: 1411) state, “The change mechanisms in
the revised model are essentially the same as those in the original
version …”. While it is also recognised that there might be a declining
commitment, or commitment may even cease (in the 1977 model),
Johanson and Vahlne (2009: 1412) “assume nonetheless that the
process of internationalising will continue as long as the performance
and prospects are favourable”, essentially rendering the Uppsala model
one of increasing internationalisation.
While the Uppsala model and Luostarinen (1979) focus on the ﬁrm
pursuing its objectives which is to enhance proﬁts through growth,
Luostarinen (1979:32) explicitly recognises that “It (the ﬁrm) uses its
parameter power and innovative ability to realize its plans. Only if
there is a heavy disturbance, a shock, the company may feel forced to
revise its plans. This type of company is active forwards, but rigid in
lateral direction which leads away from the path determined by its
plans”. He goes on to study thoroughly the factors that cause this
rigidity which summarily is “due partly to a lack of information about
the nature of the shocks … partly to the inadequate ability of manage-
ment to react to these disturbances quickly” (Luostarinen, 1979: 32).
That is, while the Uppsala model recognises that internationalisa-
tion need not be deterministically forward only, Luostarinen (1979)
explicitly studies the situation when the ﬁrm’s internationalisation
becomes ‘rigid in lateral direction’ which restrains its ability to respond
to ‘shocks’. There is a path dependence in Luostarinen’s study which is
not evident from the Uppsala model, and this path dependence could
lead to escalation of commitment (Staw, 1976) to unfavourable out-
comes, or alternatively, to a lack of commitment to favourable
prospects. It is the lack of commitment to favourable prospects that is
our interest with SMEs not capturing opportunities in foreign markets at
the levels one might expect in our modern economies.
While both follow a behavioural paradigm, the Uppsala model
attributes greater agency to the ﬁrm as a decision-making unit, and
Luostarinen’s study focuses more on the inability of agency in the ﬁrm
to move laterally ‘away from the path determined by its plans’. The
literature generally attends to the situation where the ﬁrm is orches-
trating its operations on the market in pursuit of its objectives,
maximising proﬁts and growing. Sometimes the ﬁrm ﬁnds that the
situation changes, and it should ‘move laterally’. However, it some-
times/often cannot, because of a rigidity, and it fails to capitalise on
opportunities and/or attend to problems. This complexity has not been
well-addressed in our literature. Whether internationalisation is studied
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as process (Johanson & Vahlne, 1977, 2009) or as strategy (Melin,
1992), lateral rigidity can better inform IB theorising on internationa-
lisation of the ﬁrm.
5.2. Limitations
Some limitations of the sampling and data collection method should
be noted. First, the questionnaire survey was conducted using only a
single informant source from each participating ﬁrm, and despite this
being a common approach in survey research, there is still a concern
that such data could be subject to personal bias or misunderstanding
(Currall & Towler, 2003; Smith & Dainty, 1991). Next, when collecting
data from exporting ﬁrms in the sample, the questionnaire relied on the
respondents' recollection of past events when their ﬁrms were still in a
pre-export state, and this could raise a potential issue regarding
accuracy (Highhouse & Bottrill, 1995; Weingardt, Toland, & Loftus,
1994). Also, the response rate for the questionnaire survey was low.
Despite these limitations, all appropriate measures were taken to
minimise sampling and data collection bias, and to ensure adherence
to the guidelines for factor analysis.
Another potential limitation is the use of behavioural internationa-
lisation theories as the theoretical basis for this study, in particular
adapting the Uppsala model's state-to-change mechanism to explain a
ﬁrm's transition from its pre-export state to export commencement. To
date, there have been several notable criticisms regarding the Uppsala
Model such as its deterministic assumptions and its emphasis on a
gradual approach to internationalisation (Reid, 1983; Turnbull, 1987).
With the growing research interest and attention given to the inter-
nationalisation of born global ﬁrms since the 1990s, the gradual
internationalisation approach has come under scrutiny (Bell, 1995;
Oviatt &McDougall, 1994). However, despite ongoing debate, gradual
internationalisation remains a supported theoretical approach
(Barkema &Drogendijk, 2007). Moreover, there is agreement among a
substantial number of researchers that the Uppsala model provides a
useful assessment of ﬁrms in the early stages of internationalisation
(Johanson & Vahlne, 1990; Melin, 1992), and this supports our analysis
as it is focused only on the initial transition phase of internationalisa-
tion.
5.3. Contribution to managerial practice
The identiﬁcation of the factors and associated items relating to
lateral rigidity can also be helpful to managers. In particular, managers
can be made aware of the type of issues within the ﬁrm that may hinder
progress towards their internationalisation. In addition to the environ-
mental factors that most likely will be considered, such as import
barriers, transport costs, product adaptation and so on, managers
should recognise that their own behaviour within the ﬁrm will have
an eﬀect on their internationalisation. The natural tendency to rigidity
can be ameliorated by taking action in respect of the lateral rigidity
components. For example, preoccupation with domestic markets can be
adjusted in the face of export stimuli by appointing a person or
consultant to work speciﬁcally on export development at least until
the potential is clearer. Lack of export related knowledge can be
reduced by deliberate and inexpensive action such as consultation with
export promotion agencies and/or commercial consultants. By so doing,
ﬁrms may be able to avoid being blocked from proﬁtable export
markets and subsequent deeper modes of internationalisation.
5.4. Contribution to public policy
The substantial contributions to economic growth and employment
made by SMEs have led many governments across the world to develop
programs to encourage and support the internationalisation of their
nations’ SMEs (Freixanet, 2012). These initiatives can be seen in the
sharp rise in the number of government export promotion agencies
(EPAs) created worldwide which tripled between the mid-1980s to the
mid-2000s (Lederman, Olarreaga, & Payton, 2006). Exporting oﬀers
signiﬁcant beneﬁts at the ﬁrm level over and above increased proﬁts,
including enhancing the ﬁrm's innovation and competitiveness (Tuhin,
2016), and unlike other more committed modes of international market
entry such as foreign direct investment (FDI), exporting presents a
lower level of risk and resource commitment and a greater potential for
ﬂexibility in managerial actions (Arteaga-Ortiz & Fernández-Ortiz,
2010). Hence, there is emphasis on export by government trade
promotion programs rather than other forms of market entry mode,
concentrating in particular on assistance in market selection and
development (Wilkinson & Brouthers 2006). Our study helps export
promotion agencies understand why export ready ﬁrms may be
reluctant to make the ﬁrst export decision. It provides a basis for action
by these agencies to guide ﬁrms through the rigidity process and on to
successful exporting.
5.5. Future research directions
As earlier noted, a limitation of this study is the relatively small
survey response rate and sample size, plus the fact that this research is
conducted within Australia and utilises a sample that consists of only
local ﬁrms. A project of this nature could beneﬁt from a much larger
sample to improve validity and generalisability, preferably one that is
conducted internationally across diﬀerent countries. Future studies may
consider either a replication of this research in speciﬁc countries or an
adaptation to a larger-scaled cross-country analysis. Such studies can be
used both to check the validity of the analysis presented here as well as
to understand whether the factors responsible for rigidity in an export
commencement decision may vary across diﬀerent countries.
Next, this study has only focused on a general export market entry
mode without distinguishing between direct exporting and indirect
exporting. As ﬁrms that are engaged in international markets through
direct exporting may exhibit a higher level of control and resource
commitment than ﬁrms that are exporting indirectly through an
intermediary within its domestic market (Hessels & Terjesen, 2010), it
is possible that both direct and indirect exporters may have diﬀerent
perceptions of causes of rigidity in an export commencement decision.
Future research might take this into consideration and attempt to make
a comparison between direct and indirect exporters in the analysis.
Finally, future research can expand on this study through the use of
other analytical methods. This study aims only to provide a better
understanding of rigidity factors encountered by decision-makers
during a ﬁrm's pre-export state by empirically testing concepts that
have been proposed in the literature, in particular Luostarinen (1979).
It does not attempt to assess whether rigidity may vary across diﬀerent
groups within the sample (for example, between respondents who are
exporters and respondents who are non-exporters). Future research may
consider the use of analytics to assess whether there is signiﬁcant
diﬀerence between these groups in relation to their perception of causes
of rigidity.
Appendix A. Supplementary data
Supplementary data associated with this article can be found, in the
online version, at http://dx.doi.org/10.1016/j.ibusrev.2017.05.002.
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